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107(7T)(E) of the Act; and, pursuant to
Section 107(15)(B) of the Act, a CMRS
of an issuer other than a government-
sponsored enterprise enumerated in
Section 107(7)(E) of the Act, provided:

(1) The Federal credit union conducts
and documents a credit analysis that
reasonably concludes the CMRS is at
least investment grade.

(2) The CMRS meets the definition of
mortgage related security as defined in
15 U.S.C. 78c(a)(41) and the definition of
commercial mortgage related security
as defined in §703.2 of this part;

(3) The CMRS’s underlying pool of
loans contains more than 50 loans with
no one loan representing more than 10
percent of the pool; and

(4) The aggregate amount of private
label CMRS purchased by the federal
credit union does not exceed 25 percent
of its net worth, unless authorized
under §703.20 or as otherwise provided
in this subparagraph. A federal credit
union that has received a composite
CAMEL rating of ‘““1” or “2” for the
last two (2) full examinations and
maintained a net worth classification
of ‘“well capitalized”’ under part 702 of
this chapter for the six (6) immediately
preceding quarters or, if subject to a
risk-based net worth (RBNW) require-
ment under part 702 of this chapter, has
remained ‘‘well capitalized’’ for the six
(6) immediately preceding quarters
after applying the applicable RBNW re-
quirement, may hold private label
CMRS in an aggregate amount not to
exceed 50% of its net worth.

(k) Derivatives. A Federal credit
union may only enter into in the fol-
lowing derivatives transactions:

(1) Any derivatives permitted under
§701.21(i) of this chapter, §703.14(g), or
subpart B of this part;

(2) Embedded options not required
under generally accepted accounting
principles (GAAP) adopted in the
United States to be accounted for sepa-
rately from the host contract; and

(3) Interest rate lock commitments
or forward sales commitments made in
connection with a loan originated by a
Federal credit union.

[68 FR 32960, June 3, 2003, as amended at 69
FR 39831, July 1, 2004; 71 FR 76124, Dec. 20,
2006; 75 FR 64826, Oct. 20, 2010; 77 FR 31991,
May 31, 2012; 77 FR 74110, Dec. 13, 2012; 78 FR
13213 Feb. 27, 2013; 79 FR 5241, Jan. 31, 2014]

§703.16

EFFECTIVE DATE NOTE: At 80 FR 66722, Oct.
29, 2015, §703.14 was amended by: 1. in para-
graph (i), removing the words ‘‘net worth
classification” and adding in their place the
words ‘‘capital classification’, and removing
the words ‘‘or, if subject to a risk-based net
worth (RBNW) requirement under part 702 of
this chapter, has remained ’well capitalized’
for the six (6) immediately preceding quar-
ters after applying the applicable RBNW re-
quirement,”, and 2. in paragraph (j)(4), re-
moving the words ‘‘net worth classification’
and adding in their place the words ‘‘capital
classification”, and removing the words ‘‘or,
if subject to a risk-based net worth (RBNW)
requirement under part 702 of this chapter,
has remained ’well capitalized’ for the six (6)
immediately preceding quarters after apply-
ing the applicable RBNW requirement,”’, ef-
fective January 1, 2019.

§703.15 Prohibited investment activi-
ties.

Adjusted trading or short sales. A Fed-
eral credit union may not engage in ad-
justed trading or short sales.

§703.16 Prohibited investments.

(a) Mortgage servicing rights. A Fed-
eral credit union may not purchase
mortgage servicing rights as an invest-
ment but may perform mortgage serv-
icing functions as a financial service
for a member as long as the mortgage
loan is owned by a member;

(b) Stripped mortgage backed securities
(SMBS). A Federal credit union may
not invest in SMBS or securities that
represent interests in SMBS except as
described in paragraphs (1) and (3)
below.

(1) A Federal credit union may invest
in and hold exchangeable collateralized
mortgage obligations (exchangeable
CMOs) representing beneficial owner-
ship interests in one or more interest-
only classes of a CMO (I0 CMOs) or
principal-only classes of a CMO (PO
CMOs), but only if:

(i) At the time of purchase, the ratio
of the market price to the remaining
principal balance is between .8 and 1.2,
meaning that the discount or premium
of the market price to par must be less
than 20 points;

(ii) The offering circular or other of-
ficial information available at the time
of purchase indicates that the notional
principal on each underlying I0 CMO
should decline at the same rate as the
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